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SUMMARY OF BILL

This bill would partially conform California law to the federal non-refundable
HOPE and lifetime learning credits, conform to the deduction for interest on
certain education loans, and conform to the modifications and clarifications of
the rules relating to qualified state tuition programs contained in the federal
1997 Taxpayer Relief Act (Public Law 105-34).

SUMMARY OF AMENDMENT

The February 19, 1998, amendment deletes the bill’s prior language regarding the
Legislature's intent to make higher education more accessible and reinserted the
language contained in the January 15, 1998, version of the bill that would
conform California law to the federal HOPE and lifetime learning credits and the
modifications to qualified state tuition discussed in this analysis.  The
February 19, 1998, amendment also would make several nonsubstantive technical
changes to the Golden State Scholarshare Trust Act provisions.

The January 28, 1998, amendment deleted the bill’s prior language regarding
conforming California law to the federal HOPE and lifetime learning credits and
the modifications to qualified state tuition and inserted language regarding the
Legislature's intent to make higher education more accessible.
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The department's analysis of the bill as amended January 15, 1998, still applies.
The following policy, implementation, and technical considerations included in
the department’s analysis of the bill as amended January 15, 1998, are provided
below for convenience.

Policy Considerations

Most credits are enacted with a sunset date so the Legislature may review
their effectiveness.  The HOPE and lifetime learning credits do not contain
sunset dates.  However, the comparable federal credits are permanent.

Implementation Considerations

Federal law allows the deduction for interest on education loans to be taken
in computing adjusted gross income (AGI).  Thus, all taxpayers paying this
type of interest receive the benefit of the deduction, not only those who
itemize deductions.  This is known as an above-the-line deduction.  As an
above-the-line deduction on the federal return, this interest deduction will
appear on a significant number of the most simple returns (i.e. the 1040EZ
and TELEFILE returns).

The California return begins with federal AGI.  Since the bill currently
does not contain the federal language that would allow this same above-the-
line treatment for state purposes, an adjustment to federal AGI would be
required.  These adjustments are allowed only as itemized deductions and
must be made only on the long Form 540.  Thus, those taxpayers who
previously were eligible to file the most simple state returns (i.e. 540EZ
and TELEFILE returns) and wished to receive the benefit of this deduction
would be required to itemize their deductions and file the long form 540
instead of simply claiming an above-the-line deduction, consistent with
their federal deduction (thereby avoiding a federal-state difference.

Technical Considerations

In subdivision (c) of Section 17053.51 as added by this bill, the reference
to “Section 25A(c)(2)(A)” should instead read “Section 25A(c)(2)(A) of the
Internal Revenue Code”.


